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Abstract
This paper reports the results of a mail survey on dividend policy. The sample consisted of financial executives of 605 firms in three industry groups:
manufacturing, utilities, and retail-wholesale. The three groups showed considerable homogeneity in the overall ranking of factors and issues relating to
dividend policy but have distinct differences on specific items. The evidence
indicates that firms base their dividend policy decisions on numerous factors,
the most important being the anticipated level of future earnings and the pattern of past dividends. The findings are discussed in light of various theories on how dividends affect stock prices.

Analyzing Dividend Policy:

A Questionnaire Survey

A long standing controversy in the finance literature involves corporate
dividend policy.

In fact, Feldstein and Green [11, p. 17] comment that ''the

nearly universal policy of paying substantial dividends is the primary puzzle
in the economics of corporate finance. ••

The dividend controversy centers

around whether the dividend payment practices of corporations have different
effects on the value of the firm and thus on the value of the shareholders'
stake in the firm.

One group contends that dividend policy is relevant and

consequently has a positive effect on valuation whereas the other group takes
the view of dividend irrelevance.!
sy remains unresolved.

Despite extensive research this controver-

Black [5, p. 8] epitomizes the current knowledge about

corporate dividend policy by stating "What should the corporation do about
dividend policy?

We don't know."

Much of the research on corporate dividend policy represents normative
finance which seeks to develop models for decision making.

The present study,

however, is concerned with positive finance which seeks to describe "what is"
instead of ''what should be • .. z The primary objective of this research is to
investigate the differences, if any, between dividend policy in theory and in
practice.

Specifically, the study examines the factors which financial execu-

tives perceive as important in determining their firm's dividend policy.

The

study also investigates the opinions of these executives regarding several
theoretical issues about dividend policy.

Hence, the results of this research

may be of value in isolating gaps between dividend policy in theory and in

lF:or a discussion of the relevance-irrelevance issue of dividend policy, see
Copeland and Weston [8, pp. 476-535].
2For an explanation and examples of positive and normative finance, see
Beranek [3].

2

practice and in providing inputs into the creation of useful normative models
on dividend policy.
The Sample
The data for this study were taken from Corporate Compustat II.
collection was done in two steps.

The data

First, only New York Stock Exchange (NYSE)

firms with complete 1981 data were included.

NYSE firms were used in order to

reflect dividend policy of major U.S. corporations.
missing and outlier data were removed.

Second, all firms with

The objective was to examine firms

with flexibility in their dividend decision.

Accordingly, attention was

placed only on companies with viable financial structures and performance.
The list below shows the screening variables and the 95 percent confidence intervals.

Only companies within the confidence intervals were included

in the initial sample:
1.

Debt to equity ratio between 0 and 20 percent.

2.

Market-to-book between 0 and 3.9 times.

3.

Payout ratio between 0 and 100 percent.

4.

Average annual grnwth in equity between 1976 and 1981 between -10
and +30 percent.

At the completion of this screening, the sample consisted of 1112 firms.
Since past research by Michel [19] shows that industry classification is
a determinant of dividend policy, the sample was divided into SIC groupings.
Exhibit 1 illustrates the different mean payouts according to these different
groups.

In order to highlight firms with large differences in dividend phi-

losophy and to ensure a large enough sample size for survey purposes, three
industry groups were selected:

(1) manufacturing, SIC 2000-3999, where divi-

dend payout was slightly below average; (2) transportation/utilities, SIC
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Exhibit 1. t-Values and Levels of Significance Between SIC Payout Ratios and
Grand Mean of NYSE Firms for 1981

Mean
Payout

t

Two-tail
Significance

n

Agriculture

30.4%

.34

NS

1

100Q-1499

Mining

27.9

2.37

.020

38

150Q-1799

Construction

33.2

.62

NS

15

2000-3999

Manufacturing

33.4

3.10

.007

589

400Q-4999

Transportation/
Utilities

55.6

-10.66

.001

201

500Q-5999

Wholesale/Retail

28.5

3.53

.001

131

600Q-6700

Finance

32.0

2.10

.030

105

780Q-8911

Services

31.2

1.35

.170

32

Grand _Mean

36.8%

Total

1112

SIC
100- 199
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4000-4999, where payout was above average; and (3) wholesale/retail, SIC
500Q-5999, where payout was below average.

These three groups represented 921

firms.
The sample was further reduced from 921 to 605 as follows.

A 25 percent

dividend filter was applied in which all firms with a dividend increase or decrease of more than 25 percent between 1980 and 1981 were omitted.

This was

done in order to eliminate firms with unusually large changes in dividend payouts.

From the remaining firms, slightly more than one-half of the manufac-

turing firms (309) were selected based on a systematic sampling procedure plus
all of the transportation/utili ties (193) and wholesale/retail (103) firms.
Methodology
A mail questionnaire was used to obtain information about corporate dividend policy.

The questionnaire consisted of four parts:

(1) 15 closed-end

statements and one open-end question about the importance of various factors
that each individual firm uses in determining its dividend policy; (2) three
closed-end questions about each individual firm's dividend policy; (3) 18
closed-end statements about issues involve corporate dividend policy in general in which the level of agreement-disagreement on each question was sought;
and (4) a respondent's profile.

The initial questionnaire was pilot tested

among 20 firms selected from the three industry groups but not included in the
final sample of 605 firms.
The final survey was sent to the chief financial officers, typically financial vice-presidents, of the 605 firms.

A second complete mailing was made

as a means of increasing the response rate.

The survey covered the period be-

tween February and April, 1983, and yielded 351 usable responses or an overall
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response rate of 58.0 percent.3

These responses were divided among the three

groups as follows: 147 manufacturing firms (47.6 percent), 147 transportation/
utilities (76.2 percent), and 57 wholesale/retail (55.3 percent).

The

transportation/utilities group was subdivided into utilities (114), transportation ( 13), and another category (20) in which the respondents who had an SIC
400Q-4999 indicated that the principal nature of their business was other than
transportation or utility.

Only the 114 utilities were used from this group

because the other sample sizes were considered too small for the purpose of
making meaningful comparisons.

Hence, the final sample consisted of a total

of 318 usable responses representing the three industry groups.

Except where

noted, the respondents answered virtually all of the questions.
Before examining the findings, it is important to note that this methodology is subject to several potential biases.
the potential of non-response bias.
reduced, but not eliminated, by the

Any survey research involves

In this study such a potential bias is
~gh

response rate and the fact that re-

spondents were not required to identify themselves.

Another question

involv~s

whether the views of the chief financial officer represent an accurate concensus of opinion regarding a firm's dividend policy.

Because it was impractical

to survey all participants in a firm's dividend policy decisions, the chief
financial officer was viewed as a reasonable proxy.

In order to determine the

involvement of the respondents in corporate dividend policy, the question was
asked, "Were you actively involved in determining your firm's dividend

3of the 605 firms, 11 were eliminated because the questionnaires were returned
as non-deliverable; 7 were omitted because of mergers or subsidiaries; 12 were
deleted because they had a policy of not answering surveys or did not prefer
to answer; and 2 indicated that they were restricted from paying dividends or
had not paid dividends since the early 1970s. All remaining responses were
examined for · duplicates. In the case of duplicate responses, the second response was eliminated.
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policy?"

The results show that of the 313 respondents to this question 258

(82.4 percent) answered affirmatively which broke down by industry group as
follows:

115 manufacturing (79.9 percent), 98 utility (87.5) percent), and 45

wholesale/retail (78.9%).

Both the high response rate and the extent of the

respondents' participation in dividend policy decisions contribute to the validity of the findings.

Caution should be exhibited, however, in extrapolat-

ing the findings of this study to firms in general or to firms which do not
have the characteristics of this sample.

It is also important to note that

the survey was conducted during a time when the U.S. economy was emerging from
a recession.

Hence, the results may be influenced by this economic variable.
Results and Evaluation

The results show that the mean dividend payout ratios for 1981 of the responding firms were higher than for the sample of NYSE firms presented in Exhibit 1.
low:

The payout ratios for the

~espondents

by industry group were as fol-

36.6 percent payout for manufacturing, 70.3 percent utilities, and 36.1

percent wholesale/retail.

The fact that the payout ratio (70.3 percent) for

the responding utilities was almost 15 percent higher than the payout ratio
(55.6 percent) of the sample represented in Exhibit 1 can be explained, at
least partially, by the elimination of the transportation firms, which had
much lower payouts.

The transportation firms were eliminated as a separate

group because of their small size.

Including the transportation firms with

the utilities was rejected because it was believed that their different payout
characteristics could distort the results.
Factors Determining Dividend Policy
Exhibit 2 presents the results of the responses to the 15 closed-end
statements involving factors determining dividend policy (identified later

7

Exhibit 2.

Factors Determining Dividend Policy

Manufacturing
Statement

Mean

Rank

Utilities
Mean

Rank

Wholesale/
Retail
Rank
Mean

Chi-square
level of
Significance

(Mean based on 0 to 4 importance scale)

1.

Anticipated level of
firm's future
earnings.

3.20

1

3.21

1

3.12

1

.4572*

2.

Pattern of past
dividends.

2.73

2

2.94

3

2.86

2

.4390*

3.

Availability of cash.

2.70

3

2.35

4

2.42

4

.0273

4.

Concern about maintaining or increasing stock
price.

2.30

4

2.96

2

2.47

3

.0001

5.

Availability of profitable investment opportunities for the firm.

2.20

5

1.15

14

2.29

5

.0001

6.

Concern that a dividend 2.10
change may provide a
false signal to investors.

6

2.10

9

2.16

6.5

.5951

7.

Projections regarding
the future state of
the economy.

2.06

7

1.84

10

1. 74

8.5

.0636

8.

Concern about maintaining a target
capital structure.

1. 91

8

2.32

5

2.16

6.5

.0144

9.

Cost of raising
external funds.

1.88

9

2.21

7

1.74

8.5

.0188

10.

Characteri stics and
requirements of the
shareholders.

1.51

10

2.19

8

1.54

10

.0001

11.

legal listing (list
of "solid" firms
available fo r
i nstitutional
investment)

1.42

11

1.49

13

1.26

12

.3616

12.

Bond indenture
provisions.

1.41

12

1.67

11

1.29

11

.2455
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Exhibit 2.

Continued

Manufacturing . Utilities
Statement

Mean

Rank

Mean

Rank

Wholesale/
Retail
Mean
Rank

Chi-square
level of
Significance

(Mean based on 0 to 4 importance scale)
13.

Preference for dividends rather than
risky reinvestment.

1.12

13

1.59

12

1.09

14

.0041

14.

Desire to conform to
industry dividend
practice.

1.10

14

2.30

6

1.18

13

.0001

15.

Tax position of shareholders.

.73

15

.68

15

.77

15

.1304*

.66**

I I

.73.**

Spearman's rank order
correlation

.98**
*Inadequate cell size -- Chi square. test may not be valid.
**Significant relationship at .01 level of significance.
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by "F").

The respondents were asked to indicate how important each factor was

in determining their firm's dividend policy based on a five-point equal interval scale (0
portance, 3

= of
= of

no importance, 1

= of

slight importance, 2

I

= of

great importance, and 4 =of maximum importance).

moderate imThe mean

response for each of these 15 statements was computed and ranked according to
the three industry groups.
Before examining the individual factors, it is worthwhile to note that
the overall rankings of the 15 statements among the three groups based on
their importance in determining dividend policy is relatively consistent.

The

Spearman's rank order correlation coefficients are all significant at the .01
level using a two-tail test.

The most significant coefficient is .98 between

the manufacturing and wholesale/retail groups.

Coefficients of .66 between

manufacturing and utilities and • 73 between utilities and wholesale/retail indicate that while there is a significant relationship between these groups in
their overall ranking of the 15 statements, the relationship is not as high as
between the manufacturing and wholesale/retail groups.

This difference may be-

explained in part by the fact that the latter two groups have more similar
dividend payout ratios than the high payout utilities.
The difference in ranking among the groups on two of the factors is particularly noteworthy.

For example, regarding the importance of the avilabili-

ty of profitable investment opportunities for the firm (F5) in determining
dividend policy, both the manufacturing the wholesale/retail firms ranked this
factor fifth versus fourteenth for utilities.

In fact, only 8.0 percent of

the utilities ranked this factor of great or maximum importance compared with
36.7 percent for manufacturing and 48.2 percent for wholesale/retail.
This difference in ranking may be explained in part by the fact that the
need for capital expansion, especially among the electric utilities, has been
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curtailed in recent years due to energy conservation and a moratorium on
building nuclear power plants in several states.

Utilities also tend to be

service--oriented and expand their services based on projected demand.

Thus,

availability of investment opportunities seems to beof lesser concern for
utilities than the other two groups.

This reasoning is reinforced by the re-

sponses to a related question in the second part of the questionnaire which
stated ''Because of the pressure to pay dividends, firms may be unable to take
advantage of investment opportunities likely to be profitable in the future.
How often does this occur in your firm?"

Of the four possible responses --

often, sometimes, almost never, and never -- 96.5 percent of the utilities
responded "almost never" or "never" versus 91.8 percent for manufacturing and
94.0 percent for wholesale/retail.
A second factor in which a significant disparity exists in ranking involves the desire to conform to industry dividend practice.

Utilities ranked

this factor sixth in importance versus -thirteenth and fourteenth for
wholesale/retail and manufacturing, respectively.

Although the rationale for

the perceived importance of this factor to utilities can only be speculated, a
deviation from the high dividend payout characterized by the industry may be
viewed as having a negative impact on stock price (F4).4
There are several other factors besides the two mentioned (FS and F14) in
which significant differences exist.

Exhibit 2 shows the results of the Chi

square test of independence of principles of classification involving the
three industry groups.

In order to reduce the problem of inadequate cell

sizes, the five-point importance scale was collapsed into three classes -- the
first containing the responses "of no importance" and "of slight importance,"

4The dividend omission by Consolidated Edison in 1974 caused electric utility
stock prices to decline substantially, in some cases by as much as 50 percent.
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the second "of moderate importance," and the third "of great importance" and
"of maximum importance."

These statistical tests show that the responses of

the three groups differ significantly at the .05 level regarding 8 of the 15
factors (F3, F4, F5, F8, F9, FlO, Fl3, and Fl4).

Further Chi square test

using the same collapsing scheme were performed using pair-wise comparisons
between the industry groups.

None of these Chi square tests were significant-

ly different between the manufacturing versus wholesale/retail firms at the
I

.05 level but significant differences did exist between the utilities and each
of the other two groups.

Hence, the differences in responses among the three

groups are attributable to the utilities.
Examination of the individual factors shows that the same four factors
appear to be the most important in determining a firm's dividend policy.

The

factor ranked the highest by all three industry groups was the anticipated
level of a firm's future earnings (F 1).

In fact, only 8 of 318 firms ranked

this factor as "of no importance" or "of slight importance" which accounts for
the inadequate cell size for the Chi square test.
factor was the pattern of past dividends (F2).

The next most important

The high ranking of these two

factors is consistent with the behavioral models of dividend policy developed
by Lintner [16] and Fama and Babiak [9].

That is, these researchers found

that the change in dividends per share is largely a function of a target dividend payout based on earnings and last period's dividend payout.

These vari-

ables are remarkably similar to the two factors ranked most important by the
respondents to the questionnaire.
A third factor cited as important in determining dividend policy is the
availability of cash (F3).

The importance of liquidity is frequently cited as

a managerial consideration in determining dividend policy as shown in Van
Horne [23, p. 310] and Weston and Brigham [25, p. 675].

The liquidity of a
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firm is often influenced by the firm's investment and financing decisions.
Apparently the respondents realize this relationship because they provided
relatively high rankings for several factors relating to investment (FS) and
financing (F8 and F9).
Another !mportant consideration in the formulation of dividend policy is
the concern about maintaining or increasing stock price (F4).

As

shown in

Exhibit 4, the respondents generally agree with the statement that dividend
payout affects the price of the common stock.
strong among utilities.

This perception is particularly

Although the respondents perceive a relationship

between dividends and value, empirical evidence indicates that dividend yield
is not related to the value of the firm.
In order to determine if there are other factors than those specified in
the 15 closed-end questions which are impo,r tant in determining dividend policy, the respondents were asked to list them.
dividend policy are shown in Exhibit 3.

These other factors influencing

Although differences exist among the

three industry groups, the most important factors generally involve earnings
and yield considerations, sustainabili ty, and the need for cash and growth.
In addition to the question involving factors used to determine dividend
policy, several other open-ended questions were asked.

The first sought to

determine the most influential person in developing the dividend policy ultimately approved by the firm's board of directors.

For all three industry

groups, this person was the firm's chief executive officer followed by the
chief financial officer.

Another question concerned the frequency that a firm

formally reexamined its dividend policy.

The majority of the respondents in-

dicated that this reexamination occurred only once a year.
responses by industry groups was as follows:

The breakdown of

Manufacturing (43.8 percent),

utilities (64.9 percent), and wholesale/retail (58.9 percent).

The next most
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Exhibit 3.

Percerttage Breakdown of the Number of Other Factors
Important in Determining Dividend Policy

Manufacturing
Factor

(n

= 33)

Utilities
(n

= 44)

%

%

Wholesale/
Retail
(n .. 13)
%

1.

Earnings and yield considerations

27.3

20.5

23.1

2.

Sustainability or constant
dividends

27.3

20.5

15.4

3.

Need for cash and growth

12.1

9.1

23.1

4.

Political, regulatory, and
banking considerations

6.1

22.7

7.7

5.

Obligation to shareholders
in meeting objectives

12.1

6.

Maintaining payout ratios

12.1

7.

Industry practice

8.

Inflationary considerations

n

= number

of factors given by respondents

23.1
15.1
22.7

3.0

6.8

7.7
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frequent response regarding reexamination of dividend policy was four times a
year-- manufacturing (37.7 percent), utilities (19.3 percent), and wholesale/
retail (26.8 percent).
Issues Involving Corporate Dividend Policy
Another major concern of this study was to investigate the opinions of
the financial executives regarding specific issues involving corporate dividend policy.

The 18 issues (identified later by "I") were drawn from various

finance texts and research studies.

The respondents were asked to indicate

their opinion about these issues in general, not in relation to their specific
firms, based on a seven-point disagreement-agreemen t scale (-3
agree, -2

= moderately

disagree, -1

= slightly

slightly agree, +2 =moderately agree, and +3

disagree, 0

= strongly

= strongly

= opinion,

+1

dis-

=

agree).

Exhibit 4 shows the mean responses to each of the 18 issues for the three
industry groups.

Based on a ranking of these means, Spearman's rank order

correlation coefficients were computed which indicate that a significant rela•
tionship exists at the .01 level among the three pair-wise comparisons.

The

highest correlation coefficient of .97 is between manufacturing the wholesale/
retail followed by .95 for utilities and wholesale/retail and .89 for manufacturing and utilities.

These results are similar to those found in Exhibit

2 in which the manufacturing and wholesale/retail firms were more consistent
in their ranking on both factors and issues regarding dividend policy than the
ranking between utilities and either of the other two industry groups.
Although the overall rankings were similar among the three industry
groups, significant differences at the .OS level did exist regarding 9 of the
18 issues (Il, I3, I5, I9, !10, !12, !15, !16, and !18) based on the Chi
square tests.

In order to perform these tests and to avoid inadequate cell
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Exhibit 4.

Issues Involving Corporate Dividend Policy

Manufacturing
Statement

Mean

Rank

Utilities
Mean

Rank

Wholesale/
Retail
Mean
Rank

Chi-square
leve1 of
Significance

(Mean based on -3 to +3 disagreement-agreemen t scale)
1.

2.

3.

4.

5.

6.

7.

8.

A firm should avoid
making changes in its
dividend rates that
might have to be reversed in a year or so.

2.47

1

2.61

2

2.16

2

.0155*

Reasons for dividend
policy changes should
be adequately disclosed
to investors.

2.09

2

2.13

3

2.14

3

.3189*

A firm should strive to
maintain an uninterrupted record of dividend payments.

1.97

3

2.63

1

2.28

1

.0001*

A firm should have a
target payout ratio and
periodically adjust the
payout toward the target.

1.47

4

1.42

6

2.09

4

.1715

Dividend payout affects
the price of the common
stoek.

1.41

5

1.99

4

1.46

5

.0059

Investors have different perceptions of the
relative riskiness of
dividends and retained
earnings.

1.38

6

1.62

5

1.34

6

.3286*

Dividend payments provide a .. signaling device" of future company
prospects.

1.37

7

1.19

10

1.18

7

.6904

The market uses dividend announcements as
information for assessing s e curity value.

1.02

8

1.33

8

1.07

8

.2040
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Exhibit 4.

Issues Involving Corporate Dividend Policy (Continued)

Manufacturing
Statement

Mean

Utilities
Mean

Rank

Rank

Wholesale/
Retail
Rank
Mean

Chi-s-quare
level of
Significance

(Mean based on -3 to +3 disagreement-agreement scale) .
9.

10.

11.

12.

13.

14.

15.

A change in the existing dividend payout is
more important than the
actual amount of dividends.

.86

9

A stockholder is attracted to firms which
have dividend policies
appropriate to the
stockholder's particular tax environment.

.80

Capital gains expected
to result from earnings
retention are riskier
than are dividend expectations.

.21

16

.40

12

.0001

10

1.37

7

.88

10

.0225

.76

11

.85

12

.51

11

.2816

Management should be
responsive to its
shareholders' preferences regarding dividends.

.68

12

1.22

9

.91

9

.0240

Investors in low tax
brackets are attracted
to high-dividend
stocks.

.so

13

.86

11

.39

13

.1057

New capital investment
requirements of the
firm generally have
little effect on modifying the pattern of
dividend behavior.

.38

14

.72

14

.09

15

.0786

Stockholders in high
tax brackets are attracted to lo~dividend
stocks.

.24

15

.83

13

.29

14

.0075

-

17
Exhibit 4.

Issues Involving Corporate Dividend Policy (Continued)

Manufacturing
Statement

Mean

Rank

Utilities
Mean

Wholesale/
Retail
Mean
Rank

Rank

Chi-square
level of
Significance

(Mean based on -3 to +3 disagreement-agreement scale)
16.

17.

18.

Dividend distributions
should be viewed as a
residual after financing desired investments from available
earnings.

.13

16

-1.35

17

- .07

16

.0001

Financing decisions
should be independent
of a firm's dividend
decisions.

-

.36

17

- .10

15

-

.58

17

.7495

Investors are basically indifferent between
returns from dividends
versus those from capita! gains.

-1.33

18

-1.77

18

-1.46

18

.0103

Spearman's rank order
correlation

.8911fllf

II
.97

*Inadequate cell size -- Chi square test may not be valid.
** Significant relationship at .01 level of significance.

I

.95~~,

18
sizes, the seven-point disagreement-agreement scale was collapsed to three
classes-- one consisting of "strongly disagree" and "moderately disagree," a
second "slightly disagree," "no opinion,'' and "slightly agree," and a third
"moderately agree" and "strongly agree."

Pair-wise Chi square tests were also

performed which revealed that the manufacturing and wholesale/retail firms had
no significant differences in responses for those issues with adequate cell
sizes.

Hence, the differences occurred primarily as a result of the responses

of the utilities in relation to either manufacturing (9 significant differences including I3, IS, I9, IlO, Il3-Il6, and Il8) or to wholesale/retail (3
significant differences including Il, IS, and Il6).

The following sections

discuss these issues.
How Companies Decide on Dividend Payments
The first issue involves how companies decide on dividend payments.

The

results suggest that firms behave as though they have some target dividend
payout (!4) but do .not apply this rate . to each year's earnings, otherwise,
using a target rate would cause wild fluctuations in dividends.

Instead, man-

agers attempt to smoth dividends and maintain an uninterrupted record of dividend payments (I3).

Firms are also reluctant to change their dividend rates

if they are likely to be reversed in the future (Il).

In other words, firms

seek to maintain a reasonably stable dividend policy.

These findings are gen-

erally consistent with those obtained by Lintner (16) during his interviews
with corporate managers about their dividend policies in the mid-19SOs.
Lintner also found that managers focus on the change in the existing rate
of dividend payout, not the amount of the payout (I9).

The respondents to the

current survey, however, exhibit significant differences on this issue.

The

lower payout manufacturing and wholesale/retail firms show some agreement with
this statement whereas the higher payout utilities slightly disagree.
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Effects of Dividends Announcements
Another issue concerns dividend announcement effects on the value of the
firm.

This study suggests that firms exhibit behavior which results in stable

dividend payouts that are increased only when the new, higher level can be
maintained.

An increase in current dividend payout may be interpreted by in-

vestors as a message that reflects management's assessment of future earnings
prospects.

Theoretically, an increase in share prices should be associated

with the public announcement of a dividend increase.

With the exception of

the study by Watts [24], the empirical evidence by Fama, Fisher, Jensen and
Roll [ 10], Pettit [22], Laub [15], Kwan [ 14], Bhattacharya [4], and Ahrony and
Swary (1] seems to suggest that dividend changes do convey some unanticipated
information to the market.

The extent of the influence of dividend announce-

ments on share price is mixed.

Some studies show that there is a substantial

information effect while others conclude that the effect is small.
The results of this survey indicate that all three industry groups·agree
with the statements that dividend payments provide a "signaling device" of future company prospects (17) and the market uses dividend announcements as information for assessing security value (18).

Based on this belief it would

appear that firms would want to provide as much forewarning as possible when
it is necessary to make a sharp change in the dividend rate to ensure that the
action is not misinterpreted.

In fact, there is also a high level of agree-

ment with the statement that the reasons for dividend policy changes should be
adequately disclosed to investors (12).
Dividends and Firm Valuation
A third controversial issue deals with the relationship between dividends
and value.
view.

Brealey and Myers (7) note that there are three opposing points of

One group believes that an increase in dividend payout reduces value.
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A middle-of-the road group claims that dividend policy makes no difference.
Although such studies as those by Friend and Puckett (12), Black and Scholes
(6), and Miller and Scholes (21) tend to support the belief that the value of
the firm is independent of dividend yield, the respondents generally believe
that dividend payout affects the pricce of common stock (IS).

The utilities,

however, show a significantly higher level of agreement with this statement
when compared to the other two industry groups.
Investor's Dividend Preferences
A fourth issue involves clientele effects.

That is, various clienteles

of investors have different dividend preferences.

One of the major reasons

for these preferences revolves around different tax brackets.

In a world of

perfect and efficient capital markets, Miller and Modigliani [20] argue that
investors are basically indifferent to returns in the form of dividends and
capital gains and hence, dividend policy is irrelevant.

Yet, firms operate in

a flawed world in which one of the greatest imperfections is the tax consequences of dividend policy.

Thus, to the extent that market imperfections

exist, dividends are relevant.

This would suggest that high tax bracket in-

vestors would gravitate towards low-dividend stocks and low tax bracket investors to high-dividend stocks.
The empirical evidence is mixed.

For example, Black and Scholes [6] and

Gordon and Bradford [13], show that dividend payout is irrelevant even with
taxes.

On the other hand, Litzenberger and Ramaswamy [17] and Bar-Yosef and

Kolodny [2] find a positive relationship between expected before-tax returns
on stocks and dividend yields.

These latter findings are consistent with

high-dividend stocks having to provide higher expected before-tax returns than
low-dividend stocks to offset the tax disadvantage.

21
Several ques.tions relate to the issue of clientele effects (IlO, Ill,
Il2, Il3, Il5, and Il8).

For example, all three industry groups disagree with

the statement that investors are basically indifferent between returns from
dividends versus those from capital gains (I18).

They also believe that a

stockholder is attracted to firms which have dividend policies appropriate to
the stockholder's particular tax rate (110) and that management should be responsive to its shareholders' preferences regarding dividends (112).

In all

of these instances significant differences exist among the industry groups
with the utilities showing a greater concern for the impact of dividend policy
on investors.

This concern for dividends by utilities gains some support in

the Study by Long [ 18] of Citizens Utilities Company in which he notes an investor preference for cash dividends rather than capital gains.
The Financing Decision and Dividend Policy
A final issue deals with treating dividend policy as strictly a financing
decision and hence the payment of cash dividends as a passive residual.

Ac-

cording to Weston and Brigham [25, p. 682-83], the residual theory of dividends implies that investors prefer to have a firm retain and reinvest earnings rather than pay them out in dividends if the reinvested earnings exceed
the rate of return the investors can obtain on other investments of comparable
risk.

Thus, dividends are paid after internal investment opportunities have

been exhausted.

The treatment of dividend policy as a passive residual deter-

mined by the availability of acceptable investment projects implies that dividends are irrelevant and that investors are indifferent between dividends and
retention by the firms.
The results of' the survey show that the respondents, especially the utilities, generally disagree that dividend distributions should be viewed as a
residual after financing desired investments from available earnings (116).
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The three industry groups also slightly disagree with the statement that financing decisions should be independent of a firm's dividend decisions (!17).
Finally, the respondents all agree that investors have different perceptions
of the relative riskiness of dividends and retained earnings (!6) and that
capital gains expected to result from earnings retention are riskier than are
dividend expectations (Ill).
Summary and Conclusions
Based on these survey results several conclusions emerge regarding how
firms determine their own dividend policy and view various dividend policy issues.

One of the most important conclusions that can be reached from this

survey is that firms believe dividend policy is relevant and impacts on the
value of their common stock.

Theory suggests that dividend policy is irrele-

vant and has no effect on shareholders' wealth except when personal taxes are
introduced.

This finding does not resolve the controversy over whether or not

dividend policy matters but it does indicate that firms believe that dividend
policy matters.
Another conclusion is that there does not seem to be very much difference
in the way that firms determine their dividend policy today versus several
decades ago.

This study shows that although firms base their dividend policy

decisions on numerous factors, the most important are the anticipated level of
future earnings and the pattern of past dividends.

These variables show

little change from those identified by Lintner in the mid-1950s.
A third important conclusion of this study is that firms view dividend
policy as an active decision variable as opposed to a passive one.

The re-

spondents place relatively little credence in the residual theory of dividends
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as an operational concept and perceive that investors have preferences between
dividends and capital gains.
Fourth, firms strive to maintain an uninterrupted record of dividend payments and are reluctant to change dividends that cannot be maintained.
tend to have a target dividend payout and to move toward it with a lag.

They
This

suggests that firms believe that dividends serve as a signaling device and are
careful not to send the wrong signal to investors.
Fifth, the three industry groups show considerable homogeneity in the
overall ranking of both factors and issues relating to dividend policy but
have distinct differences on specific items.

This result suggests that the

high dividend payout utilities have a somewhat different view towards dividend
policy than the manufacturing and wholesale/retail firms.

Thus, it may be

worthwhile to exaudne dividend policy decisions on an industry-by-industry
basis.
ln conclusion, this study suggests. that several differences exist between
the theory and other empirical evidence on dividend policy and managers perceptions regarding dividend policy.

Although the findings do not indicate

what a firm should do about dividend policy, they do indicate how managers actually perceive various factors and issues influencing their dividend policy
decisions.
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